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When the Guatemalan Congress recessed May 12, it left President Ramiro de Leon's tax reform
package on hold. Tax reform will not be taken up at least for the duration of the ten-week recess,
and perhaps not until after the inauguration of a new Congress. Elections for the new Congress
are scheduled for Aug. 14. Without implementation of the tax reforms, aimed in part at combatting
tax evasion, President de Leon has warned that the country's fiscal deficit could hit US$300 million
this year, threatening to seriously undermine efforts to achieve economic recovery. The measures
proposed by President de Leon to help curb rampant tax evasion include reforms to the codes
dealing with income taxes (impuesto sobre la renta, ISR) and value-added taxes (impuesto del valor
agregado, IVA).
Government officials estimate that only about half of all income taxes owed to the government are
actually collected, while uncollected IVA runs around 45%. Officials predict a revenue shortfall of
at least US$103.5 million this year due to outright evasion and through loopholes in the income tax
laws. The proposed reforms would eliminate exemptions and reinforce fines and sanctions against
tax offenders, mainly affecting upper-income families and businesses who pay little or no taxes. In
1992 it was reported that in a country of more than nine million, only 100,000 residents filed income
tax reports and less than 60,000 actually paid their taxes.
Guatemalan Finance Minister Ana Ordonez de Molina claims that the government's problems in
collecting income taxes are due not only to deficiencies in the existing system, but also to a February
ruling by the Constitutional Court declaring illegal the government's process of collecting income
tax payments on a quarterly basis. Uncollected tax revenues for the first quarter of this year alone
are estimated at US$29.3 million. A recent study by the Guatemalan Central Bank warned that if
the tax collection problem is not solved soon the government will not be able to comply with goals
established last year under accords signed with the International Monetary Fund (IMF) and the
World Bank. These measures include increasing tax revenue to 9% of GDP and holding inflation to
8% for 1994.
The President's tax package also includes a tax hike on cigarettes and alcohol and a one-time 1.5%
tax on individual and corporate annual earnings of over 500,000 quetzales. Guatemala's business
community was particularly upset about the latter tax and immediately began to rally opposition
to the bill. Faced with the full impact of the pressure from the powerful private sector business
organization CACIF, the legislature decided to shelve the reforms until a later date. Legislators will
either take the bill up again when they return from a 10-week recess at the end of July, or will pass
the controversial issue on to the next congress, to be elected Aug. 14.
The general feeling in Congress on the controversial tax reform package was that the President
should have negotiated first with the sectors most affected by his bill and then, after reaching
consensus, the legislators would deal with the tax package. With this political bombshell back in the
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President's lap, Congress has avoided the political costs of dealing with such a volatile issue, the
private business sector has been momentarily appeased, and President de Leon has been dealt yet
another political setback.
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